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ConGRESS OF THE UNITED STATES, 
Joint CoMMITTEE ON INTERNAL REVENUE TAXATION, 
Washington, D. C., January 28, 1957. 
Hon. Jere Cooper, 
Chairman, Joint Committee on Internal Revenue Taxation. 


Dear Mr. Cooper: Hon. Harry F. Byrd, chairman, Joint Committee on Internal Revenue 
Taxation, directed the staff on August 27, 1956, to make a study relating to the simplification of the 
individual income tax return. Hon. Wilbur D. Mills, chairman, Subcommittee on Internal Revenue 
Taxation of the Committee on Ways and Means, made a similar request. This study has been 
prepared pursuant to these requests. 

In the preparation of this study, the staff had the assistance and cooperation of the Internal 
Revenue Service, as well as interested individuals outside of the Government. In addition, the 
staff had the benefit of a questionnaire circulated by a national accounting organization to its mem- 


bers, soliciting suggestions for improvements and simplification of the individual income tax forms 
1040 and 1040A. 


Respectfully yours, 
Coun F. Sram, Chief of Staff. 


ur 








SIMPLIFICATION OF THE INDIVIDUAL INCOME TAX RETURN 


INTRODUCTION 


In the fiscal year 1956 there were approximately 58 million individual income-tax returns 
filed. Revenue receipts from individuals amounted to $35.3 billion. It is important, therefore, 
that the individual income-tax form be kept as simple as possible. 

Beginning with the defense program prior to World War II and in the war years that followed, 
revenue legislation was of necessity hastily enacted, and by 1943 the result of such legislation was 
an individual income-tax return that was very difficult for the average taxpayer to understand. 

In 1944 the Congress enacted the Individual Income Tax Act of 1944, designed to simplify 
income-tax reporting. In accordance with that act, the Internal Revenue Service devised simplified 
income-tax forms. In addition to the regular 1040 return, which was similar to the one used today, 
the taxpayer was allowed to file as a return his wage withholding income-tax receipt, form W-2. 
This W-2 form could be used only by those wage and salary earners with incomes under $5,000. 
This form of return was abolished in 1948 and in lieu thereof these taxpayers were allowed to file a 
simple summary return form known as 1040A. 

Changes made in the tax laws since 1944, while desirable have unduly complicated the form. 
For example, the 1948 Revenue Act provided an extra exemption for taxpayers 65 years of age 
and over and adopted the split-income provision, which required an enlargement of the tax-com- 
putation section. In the return form for 1950 there was provided a schedule for the itemization 
of dividend and interest income. This was not required by law but was done by the Internal Revenue 
Service to provide a record for the taxpayer on the return as well as to assist the Service in classifying 
items of income. Under the 1951 act a computation separate from the general computation was 
made necessary by the adoption of tax relief for head of household. In the same year Congress 
adopted the self employment tax. The return for 1954 was completely revised to provide for the 
changes made by the Internal Revenue Code of 1954. Among these were the sick-pay exclusion, 
the dividend exclusion, and the medical and child-care expense deductions, as well as credits 
against tax for dividends received and retirement income. The dividends received credit and the 
retirement income credit computations alone require the use of the entire page 4 of the 1040 return. 
Due to these additions and because of the limited space on the return, it was necessary to transfer 
the tax table from the return (where it had been since 1944) to the instruction pamphlet. 

This study is undertaken for the purpose of making suggestions for improvement in the indi- 
vidual income-tax form and is divided into three parts. Part | deals with complaints directed toward 
the complications found in the use of the present 1040 individual income-tax return, part I] contains 
staff suggestions which would not require legislation, and part III contains staff suggestions for changes 
that will improve the return form that wil require legislation. 


PART I 


COMPLAINTS DIRECTED TOWARD THE PRESENT INDIVIDUAL INCOME-TAX RETURN 


The most common complaints received by the staff have been directed toward the limited 
space on the present form and the location of certain of the schedules. In addition, the size of the 
present form was criticized as being too small, and many taxpayers suggested a return to “top 
folded” forms in lieu of the “side fold” now used which they contend would expedite preparation 
of the return since carbon copies could then be readily made on a typewriter. 

Insofar as the criticism directed toward the limited space is concerned, it does not seem possible 
nor practical to enlarge the tax form without providing or requiring separate schedules for some of the 
items now on the 1040 return, and it appears that the space now provided is sufficient for most 
taxpayers. On page 1 of the return there are spaces provided for six dependent children. These 
spaces were adequate for all but three-tenths of 1 percent of taxpayers who filed on form 1040 in 
1954. With respect to the reporting of income from wages and salaries, there are lines provided on 
the return for entering the name and address of three employers, wages or salary received and tax 
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withheld. In 1954 nearly 96 percent of all taxpayers using form 1040 had 3 orless employers. At the 
top of page 2 there are four lines for listing dependents other than the taxpayer’s children. These four 
lines were adequate for practically all taxpayers who use form 1040. Asa matter of fact, if this section 
were reduced to only 2 lines, about 99 percent of all taxpayers could still be accommodated. With 
respect to deductions on page 2 of form’1040, the present space provided for charitable contributions 
is sufficient for approximately 88 percent of the taxpayers who deduct charitable contributions, and 
the space provided for interest deductions meet the requirements of approximately 92 percent of 
those with interest deductions. In the case of taxes, the space provided was sufficient for about 91 
percent of those taking a deduction for taxes. The sections for the entry of the deduction of child- 
care expenses, losses, and miscellaneous expenses also seem adequate. With respect to medical and 
dental expenses, the taxpayer is required to attach an itemized list and the present outline for entries 
from this itemized list seems satisfactory. Thus it appears that the Internal Revenue Service has 
handled the space limitation problem in such a way that the majority of taxpayers who itemize 
their deductions find the present return adequate for their needs. A reallocation of the space pro- 
vided for various deductions and the tax computation on page 2 of the return would reduce the 
number of schedules and attachments to the form which many taxpayers still find necessary. 

The Service has located the individual schedules on form 1040 in such a way that the majority 
of taxpayers will not have to look at schedules not necessary for their individual tax computation. 
For example, page 1 of form 1040 is designed to provide a complete return for those taxpayers under 
$5,000 of adjusted gross income. This group comprises those individuals whose income consists solely 
of wages and salaries under $5,000 and who elect the use of the tax table in the determination of their 
tax liability. It is estimated that 14 million or 30 percent of the total 1040 returns filed in 1954 
required only page 1 of the 1040 form for a saplete return. Page 1 or pages 1 and 2 of the 
1040 return were designed to provide a complete return for the largest group of taxpayers. That 
is, those individuals with incomes solely from wages or salaries who itemize their personal deductions 
and those individuals electing the use of the standard deduction. Approximately 27 million or 
58 percent of the total 1040 returns filed utilized only pages 1 and 2 of this form for a complete 
return. Page 3 is what might be called a source of income page because here a taxpayer reports 
and summarizes income other than salaries and wages. There are approximately 19 million returns 
or 42 percent filed on form 1040 who use this page in addition to pages 1 or pages 1 and 2. 

he size of the present form and the side-fold pamphlet-type package containing the form and 
the instructions that is mailed to taxpayers is controlled by time limitations, the mechanics of 
printing and the availability of presses to produce the necessary quantity. It has been pointed out 
to the staff that only those forms which are mailed direct to taxpayers are of the “‘side fold” type. 
To illustrate, the Government Printing Office, as soon as practical after adjournment of Congress, 
begins printing these forms on the presses that are used for the Congressional Record. These 
presses are the most modern equipment available but are not designed to print a form any larger 
than that now used, which is 8%- by 11-inch trimmed, and of a “side fold” type. It might also be 
well to point out that the staff has been informed that this pamphlet-type package costs the Gov- 
ernment about 14 cents per copy as compared to about 5 cents per copy if it were privately contracted. 

All loose forms, that is, those which are not made into a “package” with the instruction pamphlet 
are printed with a top fold and are readily obtainable from local Internal Revenue offices. Any 
taxpayer who does not choose to file a side-fold return which is mailed to him as a ‘‘package”’ may 
secure a top-fold form simply by contacting a local Internal Revenue office. 
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PART II 
ADMINISTRATIVE SUGGESTIONS 


This part shows the changes in the individual income tax form 1040, many of which were brought 
about by changes in the law since the Simplification Act of 1944. Also included are the staff recom- 
mendations which are offered with a view toward simplification and clarification. 








rs 
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Changes in tax form, 1944-56 
(Nore.—Circled number indicates changes on tax form) 


Expanded in 1948 to provide for additional exemptions for aged and blind. 

Outside salesmen added in 1954. 

Column for income tax withheld added in 1948 for taxpayer convenience and to assist in proc- 
essing the return. 

Sick-pay exclusion—1954. 

Rearranged in 1955 to permit direct entries from separate schedules C and F and total other 
income from page 3 of return. 

Head of household—1952. 

Widows and widowers—1954. 

Takes the place of 1944 How To Figure Tax section. Material reduced gradually from 1949 to 
1954 to gain space for other items. 

Check box included in 1955 for processing purposes. 

Tax credits—1954. 

Self-employment tax—1951. 

Less than $1 feature introduced in 1955 as an administrative expedient. 

Taxpayer indication as to assistance in preparation of return added in 1954 to increase com- 
pliance with preparer’s signature provision. 

Different declaration for preparer of return introduced in 1954. Present declaration adopted 
as being more descriptive of the preparer’s responsibility. 


Oe ee ae ea 


Staff recommendations 


A. In line 1, Exemptions: Insert, after ‘additional’ and before ‘“exemption’’, “$600” (in two 
places). This will point out that the ‘‘additional exemption” is worth $600. 

B. In line 2, Exemptions: After “‘list’’ and before “names” insert “‘first’’. Also in line 2, the 
space for entering the children’s names should be blocked off so that the taxpayer may, at a glance, 
see that he can enter the names of at least six children. Taxpayers claim that there is not enough 
space but under the present arrangement do not realize they can enter at least six names. Tax- 
payers have complained that the definition of ‘“support’’ is extremely hard to understand. It is 
suggested that a definition and example of “support’’ be put into the instructions with the provision 
explaining the dependency exemptions. 

C. Line 10, relate to income, “Other income (or loss) from page 3’’: Change to read: “Divi- 
dends, interest, or other income (or loss) from page 3.’’ This suggestion is made for the purpose of 
bringing to the immediate attention of taxpayers the fact that dividends and interest, no matter 
how small, must be included in income. It is believed that this change will result in better taxpayer 
compliance and no doubt additional revenue. 

D. Line 17 (a), Tax withheld: Add, after the first parentheses, ‘‘plus FICA taxes in excess of 
$94.50 on all W-2 forms.” There is no place to enter such figure on the present return and this 
suggestion is made so that the taxpayer can claim credit on the return for social-security with- 
holding in excess of the $94.50 annual limitation. This excess withholding seems to be very common, 
especially in the case of construction workers. 

E. It is suggested that the following questions be added to those at the bottom of page 1. 

In 1957 did you: 

(a) Receive any wages that were not subject to withholding? Yes) No (J 

(b) Cash any United States savings bonds? Yes] No([] 

(c) Receive interest from a savings account? Yes {] No [] 

(d) Have any income from rental property? YesC) No({] 

(e) Receive any dividends from corporate stock? Yes] No (] 
This check-off list is designed to bring to the attention of and assist the taxpayer in recalling and 
reporting his income and should result in a more accurate report of income. 
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“1040 | U. S. INDIVIDUAL INCOME TAX RETURN 







U. 8. Treasury Department | 
internal Revenue Service For calendar year or other taxable year beginning oe en teen nee n nnn n ene en ee , 1956, and Pe ee es ie 195. as 
PLEASE TYPE OR PRINT 
Name | (If this is a joint return of husband and wife, use first names of both) Your Social Security No. and Occupation 
| 


“a ~ (Number and street os rural route) 
Home 


Wife's Social Security No. and Occupation 
Address |~ (city or post office) (Zone) (County) (State) 
















if Income Was All From Salaries and Wages, Use Pages 1 and 2 Only. 


if Such Income Was Less 
Than $5,000, You May Need to Use Page 1 Only. 


See Page 3 of the Instructions. 


















1, Check blocks which apply. { Regular $600 exemption. ....... 2... 66.60 eee cece eee eee © Yourself () Wife Enter 
ee ee — ae Additional exemption if 65 or over at end of taxable year ... [] Yourself [) Wife of blocks 
Exemp- included in this return. Additional exemption if blind at end of taxable year ....... C) Yourself () Wife ohelncdnn 
ti P 9, List names i. your children who Mater names 
tons — cine. oO OC ee er) ttt) aPoeees POP a) Oemeee See of children 
tren GARE, entree rerncetnonie mbit nmereneuninn veeielimmanlal listed» | ---- 
(1) : 3 Ended number of exemptions claimed for other persons listed at top of page 2... .. 2... eee eee ce eeee a 
4. Enter the total number of exemptions claimed on lines 1, 2,and 3............ccccu cece ecueccecceeeees 
5. Enter all wages, salaries, bonuses, commissions, and other compensation received in 1956, before payroll deductions. 
Outside salesmen and persons claiming traveling, transportation, or reimbursed expenses, see instructions, page 6. 
Employer's Name Where Employed (City and State) | Wages, etc. Income Tax Withheld 
© j 
w (@) MAREE RENERTGRORECEE OLIN ese $ $ 
uw b . oncsscuseeneecibeth eemapanshsseepssoran tts pegnaineardiitetiied anucare an Sctlaaipslplcaaignsieln aaa na aaa ainiinanaatenene a D cncnincmaisge ac eemselpiaibeiiniesinninasaampaennteias 
= i 
és a Speen aeistonpecinaeiinea chinese — al 
> as | Enter totals here ————> | $.....--.--------- tanee- $ 
3 6. Less: Excludable “Sick Pay” in line 5 (pikech resend eneeteson Paid tea eee | ad 
& (4) | <9, Bellanen Cee Sipe Mine Obi... ic cscas ree ee eee cs ce cea Ls 5 aan lesa 
S 8. Profit (or loss) from business from separate Schedule C.. oe. fence fine @ 
6 9. Profit (or loss) from farming from separate Schedule Fe... 26.6. o of eeeceeceteeeeeeeefenee | 
2 10. Other income (or loss) from page 3..........-.....20005. aw = 
> 11. ADJUSTED GROSS INCOME (sum of lines 7, 8, 9, and 10). . <. ee ° 
Widows a and salva who are entiiled to the special 


mputation| “Head of Household,” see instructions, page 7, and check here air computation, see instructions, page 7, and check here CL) 





| 
——E | 
\ Special | Unmarried or legally separated persons qualifying as 
















< If income on line 11 is under $5,000, and you do not itemize deductions, use Tax Table on page 16 of in- 
E G) | structions. If income is $5,000 or more, or if you itemize deductions, compute your tax on ‘aan 2. te 
; 12. Enter tax from the Tax Table, or from line 9, page 2. Please check if you use Tax Table O.. pe ee 
(8 ) | 13. (a) Dividends received credit from line 5 of Schedule J..|$. st . 
(8) | ae (b) Retirement income credit from line 12 of Schedule K. . : 
(3) trem wages, { 14. Balance (line 12 less line 13)... .. 2.2... ccc cece cece cece ceeuees 
Tax (10 Jorowense 15. Enter your self-employment tax from separate Schedule Cor F............ : 
due or 16. Sum of lines 14 and 15 


refund | 47, Wy Tax withheld (line 5 above). Attach Forms W-2 (CopyB)........... 
(b) Payments and credits on 1956 Declaration of Estimated Tax (etcet) © e 
District Director's office where paid -..----------.--------------------------- 





18. If your tax (line 12 or 16) is larger than your payments (line 17), enter the batance here ———___» | $__ : 
it. 


Pay in full with this return; if less than $1.00, do not rem 
| 19. If your payments (line 17) are larger than your tax (line 12 or 16), enter the overpayment here “on 


| If less than $1.09, it will be refunded only upon application. See instructions, page 8 


Enter amount of line 19 to be: Credited on 1957 estimated tax $.- _, Refunded $ . 
Did you pay or agree to pay anyone for assistance in the preporation | Is your wife Geocbandd aning © seporate return for 19567 | Do you ewe any 
of your return? () Yes ([] Ne If **Yes,"* enter his name. 0 Yes (Ne If “Yes,” enter her this) name Federal tax fer years 
before 1956? 
0 Yes 0 Me 


—————— eee 
1 declare under the penalties of perjury thet this return (including any accompanying schedules and statements) has been examined by me and to 
Taxpayer the best of my knowledge and belief is a true, correct, and complete return. 


sign od ee oooh pen ereennenitn, nacigitMe steed, eons ts pests an 
po 7 ~~ (Your signature) (if this is a joint return, wife’s signature). | | (Date) 
> To assure bones benefits, husband and wife must include ‘all their income and, even though only one has income, BOTH MUST SIGN. 


Preparer | declare under the penalties of perjury that | prepared this return for the personis) named herein; and that this return (including any accompanying 
schedules and statements) is, to the best of my knowledge and belief, a true, correct, and complete return based on all the information relating to the matters 
ther than required to be reported in flee return of which | have any knowledge. 


ayer) = 
Sign here | (individual or Firm Signature) ot ae I |g ee 


16—-72754-1 


85292——-57——2 














6 SIMPLIFICATION OF THE INDIVIDUAL INCOME TAX RETURN 


Changes in the tax form, 1944-56 
(Nore.—Circled numbers indicate changes on tax form) 


@ Added in 1951 as a means of gathering information that will insure that the support, income, 
and relationship tests are made in cases where a taxpayer claims exemptions for persons other 
than his wife or children. 

@) Personal deductions—child care added and deductions for contributions and medical expenses 
changed in part in 1954. 


@) Tax computation reduced as result of elimination of separate treatment of exemptions for 
normal tax and surtax purposes in 1946. 





Staff recommendations 


A. There are four lines provided on the form for contribution entries. Statistics on returns filed 
for the year 1954 reveal that of all taxpayers who itemized their deductions, 12 percent of those who 
reported contributions found it necessary to attach supporting schedules. Two more lines in this 
schedule should reduce the number of taxpayers needing more space than is now provided. 

B. There are four lines provided on the form for the listing of interest deductions. Statistics 
show that only 8 percent of taxpayers with interest deductions attached separate schedules. The 
other schedules for reporting deductions on page 2 appear to have sufficient room. 

C. Item 4, Medical expenses: Insert, on line 1 after “page 1” (‘‘not applicable to taxpayers 
65 years of age or over except for expenses of dependents of such taxpayers’’). This will eliminate 
the necessity for the taxpayer to read the instructions if he is 65 or over. 

D. Under the tax-computation schedule, there seems to be a waste of space. If this schedule 
could be made a little more compact, additional space could be provided as suggested by numerous 
taxpayers for more lines for entries in the itemized deduction schedule just above. 
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EXEMPTIONS FOR PERSONS OTHER THAN YOUR WIFE AND CHILDREN 


, Number of months dependent lived Did dependent have Amount YOU spent for | Amount spent by OTHERS 
Name Relationship inyour home. Ifbornordieddur- gross income of dependent’s support. | including apene from 
ing year also write “B"’ of “D" $600 or more? i" 100% write” au’ | own is 








Enter on line 3, page 1, the number of exemptions claimed above. 
=> If an exemption is baved on a multiple-support agreement of a group of persons, attach information described on page 5 of instructions. 


ITEMIZED DEDUCTIONS—IF YOU DO NOT USE TAX TABLE OR STANDARD DEDUCTION 
if Husband and Wife (Not Legally Separated) File Separate Returns and One Itemizes Deductions, the Other Must Also itemize 
Describe deductions and state to whom paid 





if more space is needed, attach additional sheets. Please put your name and address on any attachments. 





















Gootrietions | i ee et ere di ee ee eee ee ae 
_ Total (not to need 20% of line 11, page 1 except as s described : on page 8 of instructions)... bo bee (Soe Ly : ae 
Peberest . dercedemveperceyeeeree bartered Oe eee tite sedlieasneen 
wd | iid ae ae ee ae 
Taxes WT DEPOT ALSO NS Gath 1. ROLL Aaa oaep dene kA MRE Re 
@ eae 
| Submit itemized list. Do not enter any expense compensated by insurance or otherwise 
Medical and 1. Cost of medicines and drugs, in excess of 1 percent of line 11, page 1 See 
dental expense! 2. Other medical and dental expenses 
(If 65 or over, o: teas: 1¢ 
see instructions, | ota tenes coat a gauge Vell lols ok wb wwaxtares 3d hi aeemeeeeaene 
page 9) 4. Ente: 3 percent of line 11, page 1...... Get sis t ¢ 
__'__ 5. Allowable amount (excess of line 3 over line 4). (See instructions, page 9, for limitations.) We Feb S 6 0 cgaccdnstadesctbess Widen 
Child care Expenses for care of children and certain other dependents not to exceed $600 (See page 10 of instruc- 
sa __tions and attach statement) ‘ ie ss eee sid 
Casualty siceiaanpandeeatncianatitrsnd Gi is cndcnasentiasille cteaesdeapakgcianaaaae 
losses __ __ Total losses (not compensated by insurance or otherwise) .. . . days cogemb peas ct papi ensnde: Bl itll 5 
ti ccs sae e ee e -_ : 
oe Adeeb ala pease. es Total Lk. 
TOTAL DEDUCTIONS (Enter on tee 2 of Tex Comaviation, below) - $ ‘ 
TAX COMPUTATION—IF You DO NOT USE THE TAX TABLE 
1. Enter Adjusted Gross Income from line 11, page 1... 6. cnc ee ene e een e eee eneeeees >;.. wee 
2. If deductions are itemized above, enter total of such deductions. If deductions are not itemized and line 1, 
above, is $5,000 or more: (a) married persons filing separately enter $500; (b) all others enter 10 percent - 
line: 1, cx Sb Mie, WAU FA SINOIIEN. csc co cnc caves chesteccsccaceckasitss \ChitGxiay Palmas ecienenendinmneaiains tapas 
3. Dalen Cine: 3 Wet Ne odo sa eaucc cc scenes cece embeauactecsanbana siceuovigiiitiia 
Multiply $600 by total number of exemptions claimed on line 4, page 1... .. 2.6... eee eee site ey eos _— 
\XABLE INCOME Ciew Seas OO Os ines cies cep ee ern na bea dans ob Pee Tae scans cmeeeeerieeienieninnes Seti 
Tax on amount on line 5. Use appropriate Tax Rate Schedule on page 11 of instructions... .... - ee or 
FY you had capital gains and ‘the alternative tax applies, enter the tax from separate Schedule D.. Ba 234 fer 
8. Tax credits. If you itemized deductions, enter: 
(a) Credit for income tax payments to a foreign country or U. S. possession (Attach Form 1116). .. ier 
(b) Tax paid at source on tax-free covenant bond interest and credit for partially tax-exempt interest. . . = 
9. Enter here and on line 12, page 1, the amount shown on line 6 or 7 less amount claimed on line 8 ...... $ 
‘ enr—16—72754-1 GPO 


Page 2 
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Changes in the tax form, 1944-66 
(Nore.—Circled numbers indicate changes on tax form) 


@) Itemization of dividend and interest income started in 1950 to provide record for taxpayer and 
to assist in the classification and enumeration of the return. Dividend schedule was expanded 
to guide the taxpayer through the computation of the dividend exclusion and credit for 
dividends received that came into being in 1954. 

Expanded in 1954 to make room for the two methods of taxing annuity income. 

(3) Expanded in 1954 to provide guide for the computation of depreciation by methods other than 

the straight line method. 


Staff recommendations 


A. Schedule A.—Income from Dividends: This schedule should contain a space or block for 
joint returns to indicate whether the stock from which the dividends came is owned by the husband 
or wife or jointly. This should help eliminate the possibility of a $100 exclusion being claimed on 
a joint return when the taxpayers are not entitled to it. 

B. Schedule A.—Income from Dividends—Line 4: There should be an instruction here that 
the total amount of dividends received less the exclusion should be entered on line 1 of Schedule 
J.—Dividends Received Credit. This suggestion would make it clear to the taxpayer that he is 
entitled to the credit and that its computation is to be made on the last page of the return. 

C. Schedule B.—Income From Interest: There should be an instruction on the form to indicate 
that amounts paid by credit unions, savings and loan associations, etc., and designated ‘‘dividends”’ 
should be reported as interest. It is believed that this suggestion would reduce the number of 
errors in schedule A, where the taxpayer takes an exclusion for the first $50 of dividend income. 

D. Schedule G.—Income From Rents and Royalties: This schedule should be divided so that 
income from rents would be reported separately from royalty income. There does not seem to be 
any logical reason for requiring rents and royalties to be reported in the same schedule, and it is 
believed that the necessary computations would be simplified if these types of income were reported 
separately. Since page 3 of form 1040 is a summation of income, it would be necessary, in order 
to maintain consistency within the form, that the separate schedules both be on page 3. This can 
be accomplished if suggestion F were approved. 

E. Schedule H.—Income From Partnerships, Estates, Trusts, and Other Sources: It is suggested 
that the heading of this schedule be changed to read ‘Other Income.”’ This suggestion would bring 
to the taxpayer’s immediate attention the location of the schedule for reporting income from sources 
for which there is presently no schedule. The identification of the lines within the schedule would 
remain unchanged. 

F. Schedule I.—Explanation of Deduction for Depreciation Claimed in Schedule G: It is 
suggested that schedule 1 be made a separate schedule. On this separate schedule would be com- 
puted the deduction for depreciation claimed not only in schedule G, page 3 of form 1040, but also 
the deduction for depreciation claimed in schedule C, a separate schedule relating to income from 
business and profession, and schedule F relating to income from farming. This suggestion would pro- 
vide space on page 3 for separate schedules for reporting income from rents and royalties as suggested 
in D above. The staff believes that tax computation would be simplified if all depreciation were 
reported on a single schedule and that the space presently occupied by the depreciation schedules 
on page 3, form 1040 and on separate schedules C and F, were used to provide additional space for 
entries of income or business expenses. 
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iF INCOME WAS ALL FROM SALARIES AND WAGES, TEAR OFF THIS PAGE AND FILE ONLY PAGES 1 AND 2 
_— A.—INCOME FROM DIVIDENDS | 


- Name of qualifying corporation declaring dividend (See instructions, page 12): _ = | Amount 
| 





Tanah. Joh Ae Ve VRNERLT IGA 1s VARI: 5: On Ries  ic cn te acest it 


lusion of $50 (If both husband and wife received dividends, each is entitled to exclude 
more than $50 of his (her) dividends) 
4. Enter excess, if any, of line 2 over line 3. 


5. Name of nonqualifying corporation declaring dividend: 








6. ae Tal 4and5...... ad Ba ee i Ba 
Schedule B—INCOME ne INTEREST 
Name of paye Amount Name of payer Amount 
$ seciacianen }aatetlliaieaienecienoee $ 
lee - , Enter total eee od. ae 8 


Schedule D Summary—GAINS AND LOSSES FROM SALES OR EXCHANGES OF PROPERTY 
1. From sale or exchange of capital assets (from separate Schedule D) . ; 
2. From sale or exchange of property other than capital assets (from aca Seaside’ p).. 


/ Schedule E—INCOME FROM PENSIONS OR ANNUITIES (See instructions, page 13) 


Part 1.—General Rule 











1. Investment in contract $__________ 4, Amount received this yecr......... I¢ 
9. Exe pecte isin woe S$ 5, Amount excludable (line 4 multiplied | 
} entage of income to be excluded MEEEETT S. Sneeos cuts ecco dad 
1 divided by line 2) By. % | 6. Taxable enti (excess, if any, of line 4 over line 5). . |... ee a 
Part 1!.—Where your cost will be recovered within three years and your employer has contributed part of the cost 
1. Cost of annuity (amounts paid in) .... $ .....--.-| 4, Amount received this yecr......... $ 
2. Cost received tax-free in past years sasaki 
\ 3. Remainder of cost (line 1 less line 2) . $ 5. Taxable portion (excess, if any, of line 4 over line 3)..).. 
Schedule G.—INCOME FROM RENTS AND tac 
Kind and locat { propert 2. Amount of rent 3. Depreciation (explain 4. Repairs (attach 5. Other expenses 
: pwr of roya ity in Sch. l) or depletion itemized list) (attach itemized list) 
$ $ SG Riorss.c arcane 
} 
=. “| nvnsssooesneesensnnee| enenenenenennnenanenens | 
1 
_vrn cd we wie ware et eee ieee. See $ i$ i$ i$ | 


. Net income (or loss) from rents cr royalties (column 2 less sum of columns 3, 4, and 5) 


Schedule H.—INCOME FROM PARTNERSHIPS, ESTATES, TRUSTS, AND OTHER SOURCES 


1. Partnership (name and address) ---..... 
2. Estate or trust (name and address) -....- 
3. Other sources (state nature) 








Total income (or loss) from above sources (Enter here and on line 10, page 1)....... 0 ©. 2. eee ee. A$ 
| se hedule —EXPLANATION OF DEDUCTION FOR DEPRECIATION CLAIMED IN SCHEDULE G 
1. Kind of property (if buildings te material of 4. Depreci tion ai 5 ™ ethod of eho ? - 
wh ch constructed) "Exclude land and other | 2. Date acquired 3 ow lowed {or allowed‘) computing 6. Rate (%) | 7. Depreciation 
nondepreciab'e property 5 im prior years depreciation or life (years) for this year 








cur— 16—72764-1 
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Staff recommendations 


The recommendation relating to this page requires legislation and can be found on page 17, 
recommendation number 3. 





SIMPLIFICATION OF THE INDIVIDUAL INCOME TAX RETURN 11 


IF INCOME WAS ALL FROM SALARIES AND WAGES, TEAR OFF THIS PAGE AND FILE ONLY PAGES 1 AND 2 





Schedule J—DIVIDENDS RECEIVED CREDIT (See instructions, page 15) 





1. Amount of dividends on line 4, Schedule A... .. 2. cc cece cece eee eecees bi aueeok. 2 womdll. Ek a Fede dees ac 7 
2. Tentative credit (4 percent of line 1) 


LIMITATIONS ON CREDIT 


3. Tax shown on line 12, page 1, plus amount, if any, shown on line 8(b), page 2...... 66.6.0 e cece eee ee | 
4. 4 pesca. of timble GEIB. «A. os cccrccc+crs cetaceans th periaberesentnageeempeagoiaaaane 
Tenebile (a) If tax is computed on page 2, the amount shown on line 5, page 2: : 
hetnnié (b) If capital gains alternative tax applies, the amount shown on line 14, separate Schedule D. : 
Nees (c) If Tax Table is used, the amount shown on line 11, page 1, less 10 percent thereof, and less the ' 

deduction for exemptions ($600 multiplied by the number of exemptions claimed on line 4, page 1). ; 


5. Dividends received credit. Enter here and on line. 13(a), page 1, the smallest of the amounts on 
line 2, 3, or 4, above 


ee 


Schedule K—RETIREMENT INCOME CREDIT (See instructions, page 15) 





This credit does not apply: 
1. If you received Social Security or Railroad Retirement pensions or annuities of $1,200 or more, 
2. If you are under 65 years of age and had “earned income’’ of $2,100 or more, OR 
3. If you are 65 or over and under 72, and had “‘earned income” of $2,400 or more. 


If separate return, use column B only. _ If joint return, use column A for wife and column B for husband —»>| __ A | B 





1956? Widow or widowers see instructions, page 15 


CR OOOO 


Did you receive earned income in excess of $600 in each of any 10 calendar years before the taxable year oO Yes on No [1 Yes [No 


If answer above is “Yes” in either column, furnish all information below in that column. 


1. Retirement income for taxable year which is included in line 11, page 1, of this return: 
(a) For taxpayers under 65 years of age: i 


Enter only income received from pensions and annuities under public retirement | 
systems, including retirement pay from Armed Forces.............--+0--eeeee Sethe a oe 


(b) For taxpayers 65 years of age and older: 
Enter total of pensions and annuities, including retirement pay from Armed Forces, 
RRA, A A hie 6 5 55 eink dona tbw nis s+asdeudhaenianan 

LIMITATION ON RETIREMENT INCOME 
. Maximum amount of retirement income for credit computation 


. Deduct: 


(a) Amounts received in taxable year as pensions or annuities under the Social Security 
Act, the Railroad Retirement Acts, and certain other exclusions from gross income. . . 


Ww wo 


(b) Earned income received in toxable year: 
(This line does not apply to persons 72 years of age or over) 


(1) Taxpayers under 65 years of age, enter amount in excess of $900... cathbastes 
(2) Taxpayers 65 or over and under 72, enter amount in excess of $1,200........|- 
Tete eh Chas Ne) end TOD 6 6 cs vc vecsevdrereeabeviniesnemeires : 


ou» 
a 
s 
oO 
© 
= 
75 

® 
no 
2 
s 
c 
a 
= 
® 
+ 

~— 

| 





~ 


Tentative credit (20 percent of line 6) 


| 


: 


8. Total tentative credit on this return (total of amounts on line 7, columns A and B) 


| 


LIMITATION ON RETIREMENT INCOME CREDIT 
9. Amount of tax shown on line 12, page 1.2... ivi ec ccnneccsccecccccccccsses 
10. Less: Dividends received credit from line 5, Schedule J, above 


eee 


81. Balance Gine O hess fue 90D. 6-060 xcenwevenee.swsn tele: ecneeenideriweurcesveseninee 


12. ee income credit. Enter here and on line 13(b), page 1, the amount on line 8 or line 11, whichever 
is smaller 


Cee ee Oe OEE HEHEHE EHH REE HEHEHE HEHE HEHHEH HT HHS HEE HEHEHE HEHEHEHEHSE SSE HEHEHE SESE BES 


| 


seeccccernmeceees 
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Changes in the tax form, 1944-56 
(Norr.—Circled numbers indicate changes on tax form) 


Schedule C was made a separate schedule in 1950 in order to eliminate from the 1040 form 
material which is used only by taxpayers in a business or profession. Thus, the separate schedule 
provides a computation guide and expanded check list for those taxpayers e ‘ngaged in a business or 
profession, and simplification was gained for the nonbusiness or professional taxpayer. 


@ Business address added to assist in locating taxpayers who change personal residences. 


@) Computation schedule in a different format but containing substantially identical information. 
Deduction for net operating loss has been transferred to form 1040 in order to permit line 23 
to be readily used for self-employment tax purposes. 


@) Supporting schedules also transferred from basic form. Depreciation schedule was revised in 


1954 to permit use by taxpayers who compute depreciation by methods other than the straight 
line method. 


Staff recommendations on separate schedule (profit or loss from business or profession) 

A. Schedule C.—Profit (or Loss) From Business or Profession: Lines A, B, and C, dealing with 
the name, address, and principal business of the taxpayer, should be brought closer together at the 
top of the page. This would provide additional lines for the taxpayer to use as a guide in computing . 
his profit or loss from business operations. The staff believes that many attachments to the tax 
form would be unnecessary if additional lines were placed on this schedule to provide a space for the 
taxpayer to deduct such items as insurance, utility expenses, advertising expenses, and the like. 

B. Schedule C—1.—E xpi nation of Deduction for Depreciation Claimed on Line 17: A separate 
schedule for computing the depreciation deduction has been recommended previously in this report. 
The space made available by moving this C-1 schedule a separate schedule could be used for 
additional lines for claiming other business deductions now ‘requited to be explained in schedule C-2. 

There should be on the form itself or in the instructions a notation informing business or 
professional taxpayers that they are not allowed charitable deductions as business expenses but 
must take them on page 2 of form 1040 as a personal deduction. 
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U. S. Treasury Department—Internal Revenue Service 


PROFIT (OR LOSS) FROM BUSINESS OR PROFESSION 
(For Computation of Self-Employment Tax, see Page 3) 
Attach this schedule to your Income Tax Return, Form 1040 — Partnerships, Joint Ventures, Etc. Must File On Form 1065 


For Calendar Year 1956, or other taxable year beginning , 1956, and ending , 195 


Name and Address as shown on page 1, Form 1040 













Item (see-instructions—page 2) 
A. Principal business activity: 


(Retail trade, wholesale trade, lawyer, etc. x (Principal product or service) 


SOS TING TIE 9a ccs. qrccaosstenadhincndbamnhanidanienpateecnehiboampanmenenatien menaéeledtas areca tin casa mn ee ee ce 
1), Business address: eciaomued 


(Number and street or rural route). ee. (City or post olfice) (County) (State) 
@ IMPORTANT—I{ you had more than one business, a separate page | of Schedule C must be completed for each business. 


Line (see instructions—page 2) 










Bi, FOE CG Fo ai cncsilsiintinigccntinicibiiiied , less allowances, rebates, and returns $........ twee init an et Eales ee 
2. Inventory at beginning of year .............. cece cee eee cc ee cecececcveseures MSO) OT 
3. Merchandise purchased $.......................--.---- , less any items withdrawn from 


business for personal use $...- 







4. Cost of labor (do not include salary paid to eaiceil bk oe sauce snd ada acde wcig ne beeen ne 
8. Material and supplies. . ‘ @ibat Sb avin mek eae cos eee at 
6. Other costs (explain in Schedule C2). ee 


7. Total of lines 2 through 6 lg 


8. Inventory at end of year 


9. Cost of goods sold (line 7 less line 8) 
10. Gross profit (line | less line 9) 






OTHER BUSINESS DEDUCTIONS 
alaries and wages not included on line 4 (do not include any paid to yourself). . | $.............-...-... 
Sale eee Oa eS WIS ec G ove c ec cccecc aac ckne chang abeeeisaks actuate 









STC TT TE ee eee ee nee 
14. Taxes on business and business property. ............. cc eeceeeeecceeeeceeees 
15. Losses of business property (attach statement) ..... 2.2.6... eee cece eee eeees 
16. Bad debts arising from sales or services. ‘ 
17. Depreciation and obsolescence (explain i in halos C-l) . 
Per eee errr 
19. Depletion of mines, oil and gas wells, timber, etc. (attach schedule)............ 
20. Amortization (attach statement)......... a5 
21. Other business expenses (explain in Schedule C C-2).. 
22. ‘FOU CE Wane: 1. HARI Bis ois 2 shia ne ve wicdaii cs cleans oi tue eda tanexducetoieuen 
23. Net profit (or loss) (line 10 less line 22). Also enter on line 24, page 3 of this schedule, and on line 8, 
page 1, Form 1040. 































ET Tee, le Pe ‘ is atisiientiao dee 
Schedule C-1. EXPLANATION or DEDUCTION FOR DEPRECIATION CLAIMED ON LINE 17 
1. Kind of property (if buildings, state material 2. Dat 3. Cost 4 “Depreciation al- | 
of which constructed). Exclude land and — oes OS | lowed (or allowable) 5. Method of com- | 6. Rate (%) 7. Depreciation 
___other nondepreciable property —_ | eequnes Sconeclbsarencl® __in prior years puting depreciation or life (years) | for this year 






















Schedule C-2. <n OF LINES 6, 18, AND 21 
Line No. 











a tn en en oon on on oo nn ne rn een | ecm w nen ns en en ss ew enener ees 


Oe en me en een ere ne meme nnn cee cere seescesene+ 


oon te nn te nnn enn eee enn nn cen nse tenen | seceenncececcesenesescoess 
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Changes in the tax form, 1944-56 


The primary difference between schedule D for 1956 and that used for 1944 is the result of 
the 1951 change in the computation of gain or loss from the sale or exchange of capital assets. In 
1944 the net capital gain or loss was determined by taking 50 percent of the net long-term capital 
gain or loss into account, whereas, starting with 1952 the 50-percent reduction applies only to the 
excess of net long-term capital gains over net short-term capital losses. 


Staff recommendations on separate schedule D (gains and losses from sales or exchanges of capital assets) 


A. Schedule D.— (1) Capital Assets: The entries for short-term capital gains and losses and for 
long-term capital gains and losses should be reversed so that the taxpayer can make his long-term 
capital-gain computation first. The staff is of the opinion that more taxpayers have long-term than 
short-term capital gains and, therefore, the form would be made more convenient if such gains were 
reported at the outset. 

B. (II) Property Other Than Capital Assets: There should be on the form or in the instruc- 
tions definitions and examples of property other than capital assets. The instructions presently 
direct the taxpayer to sections 1231 and 631 of the Internal Revenue Code for specific conditions 
applicable. 

C. An instruction on the form should be included to the effect that if the taxable income 
including long-term capital gain does not exceed $18,000 for a single person, $24,000 for a head of 
household, or $36,000 for a married couple filing jointly, it is not necessary to compute the alternative 
tax since no tax benefit would result. 
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U.S. Treasury Department—Internal Revenue Service 
SCHEDULE D 


(Form 1040) | GAINS AND LOSSES FROM SALES OR EXCHANGES OF PROPERTY 


Attach this schedule to your Income Tax Return, Form 1040 


For Calendar Year 1956, or other taxable year beginning 
Name and Address 


(I) CAPITAL ASSETS 
Bs __ Short-Term Capital Gains and Losses—Assets Held Not More Than 6 Months 


| e. Depreciation f. Cost or other 
| b. Date | 


allowed (or basrs and cost of 
a. Kind of property (if necessary, attach statement | acquired c. Date d. Gross sales price allowable) since subsequent im- 
| 


of descriptive details not shown below) | (mo., = = | (contract price) acquis:tion or provements (it not | & Expense of sale 
| day, ye.) | “8% ¥% March 1, 1913 purchased, attach 
| | (attach schedu le) explanation) 


2. Enter your share of net short-term gain (or loss) from partnerships and fiduciaries 


3. an unused capital loss carryover from 5 preceding taxable years (Attach statement) 
2t short-term gain (or loss) from lines 1, 2, and 3 


6. Enter the full amount of your share of net long-term gain (or loss) from partnerships and fiduciaries 
7. Net long-term gain (or loss) from lines 5 and 6 


Combine the amounts shown on lines 4 and 7, and enter the net gain (or loss) here. . . 


. If line 8 shows a GAIN—Enter 50 percent of line 7 or 50 percent of line 8, whichever is smaller. 
if there is a loss or no entry on line 7).. 


Deduct line 9 from line 8. Enter balance be and on lis ne 1 ‘Schedule D Summary on page 3 of Form 1040... 


If line 8 shows a LOSS—Enter here and on line 1, Schedule D Summary, Form 1040, the smallest of the follow: | 


ing: (a) the amount on line 8; (b) taxable income computed without regard to capital gains and losses and the | 
deduction for exemptions; or (c) $1,000 


COMPUTATION OF ALTERNATIVE TAX 
ee eed ___(See instructions on other side as to when the alternative tax applies) 
. Enter the amount from line 5, page 2, of Form 1040 
- Enter amount from line 9 





- Balance (line 12 less line 13) 


Enter tax on amount on line 14 (Use degheatite Tax Rate Schedule on page 11 of Form 1040 Instructions) 
Enter 50 percent of line 13 


. Alternative tax (line 15 plus line 16). If smaller than amount on line 6, page 2, Form 1040, enter this alternative 
tax on line 7, page 2, Form 1040 


_ ab PROPERTY OTHER THAN CAPITAL ASSETS — ‘ 
| e. Depreciation f. Cost or other 


. | | allowed (or basis and cost of 
a. Kind of praperty (if necessary, attach statement | acquired ¢. Date | 4 Gross sales price | allowable) since subsequent im- h. Gain. or loss (column ¢ 


id (mo.., g. Expense of sale | plus column e less sum 
of descriptive details not shown below) (mo., @ (contract price) | acquisition or | provements (if not 
| day, yr.) | 93%. ¥FD March 1, 1913 purchased, attach of columns f and g) 
| (attach schedule) explanation) 


b. Date 


2. Enter your share of gain (or loss) from eben wwii fiduelories .. 
3. Net gain (or loss) from lines 1 and 2. Enter here and on line 2, Schedule D Ribiaehii — 1040, 


ear—16—72755-1 
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Staff recommendations on separate Schedule F (farm income and expenses) 





Schedule F.—Schedule of Farm Income and Expenses—Page 3, Depreciation: A previous sug- 
gestion in this report recommended a separate schedule for computing depreciation deductions. On 
that separate schedule would also be computed the depreciation deduction for arriving at net profit 
or loss from farm operations. This suggestion, together with suggestion No. 1 in part III, which 
deals with the self-employment-tax computation, would make pages 3 and 4 of this schedule com- 
pletely unnecessary. 


Staff recommendations relating to the taa table in the instructions 


The headings at the top of the columns on the tax table should be printed in boldface type. 
This suggestion would more readily guide the taxpayer to the proper column for determining his 
tax. A step in this direction was made in the rate schedules found on page 11 of the 1956 instructions, 
where boldface type is used for the first time this year. 





SIMPLIFICATION OF THE INDIVIDUAL INCOME TAX RETURN 17 


PART ITI 
LEGISLATIVE SUGGESTIONS 


This part contains staff suggestions for simplifying the present form which would require 
legislation. 


1. THE SELF-EMPLOYMENT TAX RETURN 


At the present time the self-employment-tax return is a part of separate schedules 1040C and 
1040F. The schedule C is the return used by individuals in business and schedule F is the return 
used by farmers. 

As a general rule the self-employment tax is considered by most taxpayers as a social-security 
tax on the self-employed. This, of course, is not true because the self-employment tax under the 
Internal Revenue Code is technically part of the income tax but is levied on a different base. It is 
the understanding of the staff that the Internal Revenue Service spends considerable time verifying 
the tax and income computation and detaching from schedules C and F that portion relating to the 
self-employment tax. This material in turn is given to the Health, Education, and Welfare Depart- 
ment for their records. 

Under present law the maximum self-employment tax is 3% percent of $4,200 or $141.75. This 
rate is levied on self-employment income which is the net profit from a business or profession with 
certain adjustments. Among these adjustments are losses, wages subject to social security with- 
holding, and other types of self-employment income such as from a partnership. The schedule for 
computing and reporting the self-employment income and tax requires one entire page on the return. 

The staff has received suggestions that the size of this schedule be reduced or that it be made 
a separate return form. In addition the suggestion was made that the tax base be changed to 
conform more closely with “net profit” from a business or profession. A change in the base might 
be given consideration because such a change would provide simplicity in the computations and 
a reduction in the space on the return. Another alternative would be to apply the rate to “‘gross 
income”’ which is total receipts less cost of goods sold. This suggestion would more closely conform 
the self-employment tax base to the base of the social security tax on employees which is levied 
on gross salaries or wages. Any change that might be made should of course provide for the special 
adjustments now in effect in the case of farm income. 


2. THE BLOOD-RELATIONSHIP TEST FOR A DEPENDENT 


Prior to the Individual Income Tax Act of 1944, the rule for defining dependents was simple 
but in some respects difficult to administer. In effect, a dependent was a person other than husband 
or wife under 18 years of age, or incapable of self-support because of mental or physical disability and 
whose chief support was furnished by the taxpayer. The dependency exemption, at that time, 
amounted to $350. 

The 1944 act eliminated the age and disability tests, but continued the support test and intro- 
duced a $500 income test and a blood-relationship test, the latter primarily to minimize the revenue 
loss resulting from the increase in the dependency exemption from $350 to $500. This relationship 
test has through the years become progressively broader by the extension of the exemption to more 
and more dependency categories, even to persons unrelated. 

It is therefore the opinion of the staff that the blood-relationship test has been so extended that 
today it is meaningless and serves no practical purpose and in the interest of simplicity in defining a 
dependent should be abolished. The chief support and income test under present law should be 
retained as the sole basis for defining a dependent, limited to individuals who are citizens or residents 
of the United States and contiguous countries. Consideration should also be given to extending 
the present law exemption to dependents in the Canal Zone, Panama, and the Philippines. This 
aa greatly simplify the Code, the instructions, and the return. 


3. THE RETIREMENT INCOME CREDIT 


Present law provides a tax credit of 20 percent of the first $1,200 of the retirement income. 
This limitation of a 20-percent credit was adopted so that all taxpayers would get the same tax 
credit regardless of the income bracket of the taxpayer. The computation of this credit under 
present law requires about three-fourths of the entire page 4 on form 1040. It is suggested that this 
retirement-income credit be changed to a gross-income deduction limited to the amount of the 
retirement income up to $1,200. The other qualifications and limitations under present law would 
be retained. This suggested change would provide about one-fourth of a page of form 1040 for other 
uses. This change would also eliminate 1 line on page 1 and, in addition, shorten the mstructions. 
The proposal would result in a small revenue loss because those taxpayers above the first surtax 
bracket will get a deduction at a higher rate than 20 percent. This change is believed justified in 
the interest of simplicity for the taxpayer. 











18 SIMPLIFICATION OF THE INDIVIDUAL INCOME TAX RETURN 


4. AN ADDITIONAL SCHEDULE ON FORM 1040 AND 1040A FOR THE ITEMIZATION OF EXCLUSIONS, AND 
GROSS INCOME DEDUCTIONS 


A separate schedule should be provided for the entry of exclusions and gross-income deductions. 
Among these items are the dividend, sick pay, the foreign income and the scholarship and fellowship 
grant exclusions and the deduction for traveling, transportation, and reimbursed expenses of em- 
ployees. In addition, the schedule could provide for entry of the suggested retirement income 
deduction. The present form does not provide a space for all of these entries and they are very 
important to a considerable number of taxpayers. Under the present system taxpayers must 
attach to the form statements concerning many of these items. 


5. INCOME EXCLUSIONS UNDER PRESENT LAW 


To the extent that it is constitutionally possible, it may be desirable to convert exclusions from 
gross income to deductions from gross income so that they would be reported on the return form. 
This would in no way affect the tax-exempt status of such exclusions. Such a change would pro- 
vide Congress with statistics on the amount of such exclusions and the income classes in which such 
nontaxable income is received. In addition, it would provide the Internal Revenue Service with a 
means of checking whether such income qualified for exclusion. Because an “exclusion,” as distinct 
from a “deduction,”’ is provided, the income is not only free of tax but also need not be reported 
for tax purposes even though the taxpayer may otherwise be required to file a return. Some of the 
exclusions now provided are for dividends, sick pay, earned income abroad of bona fide residents of 
foreign countries, scholarship and fellowship grants, improvements by lessee on lessor’s property, 
subsistence allowance received by police and many other types of income. 

In addition to some tax evasion, there is confusion among taxpayers as to whether the exclusion 
is applicable. Moreover, where taxpayers believe the exclusion to be applicable, they report no 
information relative to the income which means, as stated before, that the Internal Revenue Service 
does not have an adequate basis of information to determine whether the exclusion is properly 
applied. 

It might be important to note that the Internal Revenue Service requires a reporting on the 
return of certain items of income that under the law are exclusions and, therefore, in this respect 
the above suggestion may not require legislative action. 


6. THE RETURN FORMS 


Under present law, the 1040A return form (the punch-card-type return) is limited to tax- 
payers with wages and salaries subject to withholding and who do not have other income in excess 
of $100. The overall income must be less than $5,000. This form is elective and, if the taxpayer so 
elects, the Internal Revenue Service computes the tax. The return form for 1956 for the first time 
provides that the taxpayer may himself compute the tax on this return or have the Internal Revenue 
Service do it for him. Due to the $5,000-income limitation on this return, there are only about 13 
million taxpayers filing this form. The staff has received suggestions that some type of simplified 
income-tax return be provided for all taxpayers whose only income is salaries and wages. The 
latest statistics show that approximately 38 million individual income-tax returns were filed, report- 
ing only income from salaries and wages. It would not be possible to cover this entire group with 
a simplified return, such as the present 1040A, because some of these taxpayers itemize their deduc- 
tions and this return is limited to those taxpayers electing the standard deduction. 


(A) EXTENDING THE PRESENT FORM 1040A COVERAGE 


One suggested change in form 1040A would be to extend the coverage to $10,000. In addi- 
tion, the $100 limitation on the amount of dividends and interest and wages not subject to with- 
holding that can be reported could be increased to $300. This suggestion would bring the potential 
coverage of this proposal to about 30 million returns. For the first time, this form in 1956 gives 
the taxpayer the option of either computing the tax himself or electing to have the Service do it 
for him. Since the principal of an option has been adopted, provision could be made whereby the 
taxpayer with income between $5,000 and $10,000 could use this form but would be required to 
compute his tax and pay any balance due with the return. This would eliminate the possibility of 
increasing the number of delinquent accounts. 

Another possibility would be to provide separate punchcards for those taxpayers under $5,000 
and for those between $5,000 and $10,000, with the limitation on the amount of other income in- 


creased to $300, and require taxpayers using the latter to compute their tax and pay any balance 
due with the return. 
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The Internal Revenue Service has indicated that all of the information now requested on this 
punchcard return is necessary and they do not feel that the additional lines that would be required 
to extend this form to $10,000 would be justified by the number of individuals in this income class 
who might use it. There are approximately 4 million taxpayers with salaries or wages only between 
$5,000 and $10,000 who could avail themselves of this return if adopted. 


(B) WAGE WITHHOLDING RECEIPT TYPE OF RETURN 


In 1944 a provision was adopted whereby the taxpayer if his income was under $5,000, could 
elect to have the Service compute his tax. Under this provision the taxpayer was required to 
file as a tax return his wage withholding receipt (form W-2). Experience in the years that followed 
indicated that taxpayers were filing these withholding receipts as separate returns and this resulted 
in excessive cian and underpayments of tax. For example, if the taxpayer worked for five em- 
ployers during the year and earned $2,000 from each, his total income would be $10,000 and would, 
therefore, be subject to graduated tax rates, If he filed each of these receipts as a separate return, 
he would be taxed at the first bracket rate on the income shown on each receipt. To stop this prac- 
tice, which seemed to be widespread, the Service in 1948 adopted form 1040A which was for all prac- 
tical purposes a summary form on which the taxpayer entered his income and tax withheld from 
each employer, his exemptions, and signature. This form was used until 1954 when the 1040A 
punch-card type of return was adopted because it could be more easily processed by mechanical 
means. 

The last year in which the withholding receipt was used for a return was 1947, and in that year 
there were 24,100,000 returns filed by taxpayers who elected this withholding-receipt type of return. 
In 1948, the first year after the abolishment of the withholding-receipt type of return, there were 
only 19,200,000 returns filed by taxpayers who elected to use the new summary-sheet type of return. 
This was a drop in 1 year of approximately 5 million, and no doubt this drop can be attributable to 
the fact that the taxpayer was required by the discontinuance of the withholding receipt as a return 
to actually fill out and complete a tax return. These taxpayers evidently thought that they might 
just as well file the regular 1040 income tax return as the new 1040A return. 

For the year 1955 the number of taxpayers who elected to file the punchcard type of return 
(form 1040A) had decreased to 12,500,000. In other words, from 1947 to 1955 the use of this 
simplified method of reporting had decreased by 11,600,000, a drop of approximately 50 percent. 
In view of this decrease of about 50 percent, serious consideration should be given to returning to 
the use of the wage withholding receipt, form W-2, as a tax return. The difficulty outlined above 
that was experienced during the years in which the withholding receipt was used as a return can 
be eliminated now by the use of modern machine tabulating techniques. 
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(C) SPECIAL RETURN FOR EMPLOYEES 


Another approach to providing a simple return for the bulk of the taxpayers would be to abolish 
the present puncheard return and provide a two-page form similar to pages 1 and 2 of Form 1040. 
This new form would be available to any wage or salary earner. For those taxpayers with wages 
or salaries under $5,000 who elect the use of the standard deduction this new form would also provide 
an election to have the Service compute the tax as under present law. Under present law the wage 
and salary earner under $5,000 is confronted with making a decision as to whether or not to file the 
1040A and let the Service compute his tax or file the 1040 and compute his own tax liability. Under 
the suggested plan taxpayers would not be confronted with such a decision. Other taxpayers with 
salaries or wages would either compute their tax by the use of the standard deduction or by itemizing 
their personal deductions. There are between 38 million and 40 million taxpayers who could use 
this form. The remaining 20 million taxpayers who could not qualify would continue to file the 
regular 1040 return. A sample of this suggested return is shown on the opposite page and for pur- 
poses of comparison page 1 of the present 1040 return is shown on page 5. This sample reproduction 
is somewhat smaller than the actual return would be, since the return form is larger than this pam- 
phlet. The staff has prepared this return by consolidating certain features of present Forms 1040 and 
1040A and by incorporating into it many of the clarifying suggestions which were made in part II of 
this report. It is believed that if these suggestions were made part of the return, the number of errors 
and omissions which the Internal Revenue Service discovers in auditing and verifying tax returns 
would be reduced. One innovation included in this suggested return is the check-off list designed 
to assist the taxpayer in recalling and reporting his income. It is the only substantial departure 
from the present tax forms that the staff has made in preparing its suggested return for wage earners. 
The check-off list is expected to result in more thorough reporting of income as well as to call atten- 
tion to the requirement that if income from sources other than wages and salaries subject to with- 
holding exceeds $100, this simple return cannot be used unless this figure was increased as suggested 
to $300. Page 2, or the back of this return, would be similar to page 2 of the regular 1040 return 
except that the schedule where the taxpayer lists his dependents other than children has been moved 
to page 1 of the new form and combined with the schedule for listing dependent children. The 
space left on page 2 by this change and other minor changes will provide enough room for the taxpayer 
to explain his sick-pay exclusion while under the present procedure he must attach a statement to 
his return. This provision is very important to wage and salary earners, especially those in the 
income classes under $5,000. Although the Internal Revenue Code does not so provide, the Internal 
Revenue Service now denies the use of the 1040A return to those taxpayers claiming this exclusion. 
The Service allowed the use of form 1040A for 1954 but for subsequent years has required the tax- 
payer to use the 1040 form. To deny the use of this simple form to the small-income taxpayers 
entitled to this exclusion defeats its purpose and is in direct conflict with the Internal Revenue Code. 
According to information available, over 40 million individuals are covered by plans of some form 
or other providing against loss of income due to disability. 

The adoption of the new 1040A form will result in a reduction in the types of ‘‘packages’’ now 
mailed to taxpayers. At the present time the Internal Revenue Service classifies into five categories 
taxpayers who are to receive a “package” containing a return and instructions. These are (1) 
farmers, (2) business and professional people, (3) nonbusiness taxpayers who must file declarations, 
(4) nonbusiness taxpayers who do not file declarations, and (5) taxpayers with wages and salaries 
only and who have incomes under $5,000. 

It is the opinion of the staff that if the above-suggested type of return is adopted for wage and 
salary earners who will number between 38 and 40 million, it would only be necessary to classify the 
“packages” sent to taxpayers into two groups or at the most three. If two groups were used, one 
would cover those eligible for the use of this new form and the other all of those using the 1040 form. 
It may be desirable to break this latter group down between farmers and others. 

In conclusion, it should be stated that this new form could be adopted without any change in 
the law, and would not only replace the present punchcard return, but also the so-called short form 
1040 which is made up of pages 1 and 2 of the regular 1040 and may presently be used by taxpayers 
whose income is from wages and salaries only. 

Due to the fact that individual incomes are increasing, great numbers of taxpayers find them- 
selves over the $5,000 income level and therefore can no longer elect to have the Service compute 
their tax for them. If this suggestion is adopted, consideration should be given to extending the 
option of letting the Service compute the tax to all wage and salary earners under $10,000, increasing 
the amount of dividends, interest and wages not subject to withholding from the present $100 to 
$300. However, these changes would require legislation. 
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U. S. Treasury Department (See page 1 of instructions as to who may qualify) 1957 
Internal Revenue Service 
PLEASE TYPE OR PRINT 
Name (If this is a joint return of husband and wife, use first names of both) Your Social Security No. 
Qlemberemssivemherranieema i a 
Home Wife's Social Security No. 
Address (City or post office) (Zone) (County) (State) 
_1. EXEMPTIONS FOR YOURSELF AND WIFE. (See item No. 1 on page 1 of instructions.) pee rd 
~ Check blocks which ap Enter 
Sy Seeinn CON Oo nine nndeckeneaecmunnans O Yourself O Wife 
Cheek for wife she lad no is Y Additional $600 exemption if 65 or over at end of 1957.... 0 Yourself © Wife ae 
included in this return. ) Additional $600 quuption if blind at end of 1957_.._.... © Yourself © Wife checked--> 
~ 2. EXEMPTIONS FOR YOUR DEPENDENT CHILDREN. (See item No. 2 on page 1 of instructions.) 
ERG asin cacncansintesinlssswssheebeekstnaeeeligectdnscdaneea lcs inanenaaaemeeae Enter number 
DTD GED 5 cccccdnccstuntiticidndtctinttelind binimbinad bina itintotm sc nina peiaaaien taal” of children 
eo listed ———————>} ____ 
Exemp- 3. EXEMPTIONS FOR PERSONS OTHER THAN YOUR WIFE OR CHILDREN. 
tions (See item No. 3 on page 1 of instructions.) 
Number of months | Did dependent have | Amount you spent} Amount 
Name Relationship dependent lived gross income of for dependent’s | spent by 
in your home $600 or more? support others 
Enter number of exemptions claimed other than your own and those of your own children ———H———_____—_—> 
* nes tal) cease 
- 4. Total mateber of Gi cmeemenGies Gas Game 1, BGI Bi on iin vin cnn ccc ckwenctsnnntncdssicccoceqnenisanienbneeannen 
. 5. In 1957 did you: 
= (a) Receive any wages that were not subject to withholding? Yes 0 No 0 
ia (b) Cash any United States savings bonds? Yes 0 No 0 
il (c) Receive any interest on a savings account? Yes 0 No O 
-_ 
a 6. LIST INCOME AND INCOME TAX WITHHELD SHOWN ON WITHHOLDING STATEMENTS (FORM W-2): 
a 
= Employer’s Name—Write (W) before name Where employed Wages Income Tax Withheld 
. of each of wife’s employers. 
s, Income n sereeneccecccceeesensncneeceessressesecensceesensecennnasenenesanae= $....---------se--seeee|anennne- $.------------2--------[-00ne= 
° EEE EEA et A ee ee te te tS i i i ke ee ee ey ts te es a te 
me ee a ee I a XXXXXXXXXAXXXXKK| XXXX_ 
Oy 7. Dividends, interest or other income————————> o. Fours. ----- pososecsonoesscsessessec oreo soos See 
Oo . : a cin ee oes a eee XXXXXXXXXXXXXXXXXXXXX| XXXX 
Oo (See item No. 6 on page 2 of instructions.) Se OO 
td 8. Enter the totals of lines 6 and 7 here———___________——"—~ | § .. ...........-..-...-.]-....--- Diva undticenintecnnnaaaaeaaia 
Oo 9. Less: Exclusions: (See item No. 8 on page 2 of instructions,) 
< Sick pay in line 6 $..........: : Dividends in line 7 $.....----- 
& en, rn Ee csercn chink sessed einem 
e 10. ADJUSTED GROSS INCOME (Line 8 less line 9)-...--.....---.' $..-.---------.----...-|-------- 
; . ae Income, line 10, is less than $5,000 and if you want the District Director to figure your tax, omit lines 11, 12, 13, and 14. If Income 
i on line 10 is under $5,000, and you do not itemize deductions, use Tax Table on page 4 of instructions. If Income on line 10 is $5,000 
or more, you must compute your tax on page 2. 
11. Enter tax from the Tax Table (page 4 of instructions), or from line 9, 
Pema D Temi Gs Oe I Oe ee en crcccnncelariiseadncatdnddcccnsenneetsnuscennuasuiont ©. cudinccacesnatttinnadidtamnsiaa 
Tax 12. (a) Tax withheld (line 6, above), plus F. I. C. A. taxes in excess of 
CIO Gan TN a are eat acal Rihcnininccceeectadadbeajacieaeianedd 
Due or (b) Payments and credits on 1957 Declaration of Estimated Tax 
Refund (See item No. 12 page 3 of instructions.) $ Se! he RT 
IIR Tere te I accs ca cccsaieaticnaia tne hacnstalyenah sebesaaicpas ceencnd deaaadaadnmeieaaiea apie 
13. If your tax (line 11) is larger than your payments (line 12), enter the balance here-—-——————--—>| $._........-..--.-...--]-.---- 
Pay in full with this return; if less than $1.00, do not remit. 
14. If your payments (line 12) are larger than your tax (line 11), enter the overpayment here ——+| $ 
If iess than $1.00, it will be refunded only upon application. (See item No. 14, page 3 of instructions.) 
_Enter amount of line 14 to be: Credited on 1958 estimated tax i sccidic:in sian eemieieinineai ; Refunded $_- ied 
Did you pay or agree to pay anyone for assistance | Is your wife (husband) making a separate return De you owe any Federal tax for 
in the preparation of your return? © Yes O No | for 1957? © Yes ONo If “Yes,” enter her | years before 1957? 
If “Yes,” enter his name. (his) name. |} O Yes ONo 
T I declare under the penalties of perjury that this return (including any accompanying schedules and statements) has been examined 
ax- by me and to the best of my knowledge and belief is a true, correct, and omens return. 
eo (Your signature) (Date) ~~" Gif this is a joint return, wife's signature) C (Date) 
Sign “4 rane split-income benefits, husband and wife must include all their income and, even though only one has income, BOTH MUST 
Here 
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